We examine CEO tournament structure (measured as the ratio of pay between the CEO and other top executives) across countries and find it to be steeper in the U.S. than in other countries. Testing the primary implications of tournament theory, we find that across countries, the tournament structure tends to be positively related to firm value. Further, we find that the tournament structure itself varies across firms systematically according to firm and country characteristics. In particular, the cultural values of Power Distance, Fair Income Differences and Competition are significantly associated with differences in tournament structures.
winning the tournament, the participants' utility functions and the final prize (or steepness of the tournament). These attributes of the tournament and their effects would in turn be expected to be influenced by the cultural, economic and legal environments in which they arise. Thus, if CEO tournaments are an important source of incentives for managers, then the motivations a tournament initiates as well as its consequences not only should be related to firm characteristics (e.g., Kale, et. al., 2010) , but also should be related to the firm's home country cultural values, economic climate, and legal standards.
We expect cultural factors to be associated with the level and structure of executive compensation since culture manifests in social systems, including corporate governance systems.
For instance, a society's opinion on the fairness of income differences due to differences in work would be expected to influence the degree or acuteness of the tournament.The hypothesis that tournament structure is related to country cultural values is consistent with the Guiso, Sapienza and Zingales (2009) argument and evidence that culture has an effect on preferences and beliefs, and these preferences have an effect on economic outcomes. It is also consistent with other empirical evidence that country cultural values are associated with economic and financial outcomes.
2 Accordingly, we test whether CEO tournament structures across countries and their consequences are related to their cultural, economic and legal environments.
Using cross-country data on CEO compensation and firm characteristics from Capital IQ, we examine the CEO tournament structure for 8,799 firms in 52 countries across the [2006] [2007] [2008] [2009] [2010] sample period. If tournament structures vary systematically with their cultural, economic and legal environments, then we would expect systematic differences in the level and structure of CEO compensation across countries, which is the first hypothesis we test. Similar to the findings of other researchers of cross-country comparisons of CEO pay (e.g., Fernandes, Ferreira, Matos, and Murphy, 2012; Conyon, Core, and Guay, 2011) , we find that U.S. CEOs are paid significantly more than non-U.S. CEOs and that the composition of pay differs across countries.
We also provide new evidence on cross-country comparisons of executive compensation by showing that the U.S. pay premium extends beyond the CEO -top executives just below the CEO are also paid more in the U.S. than in other countries.
Our primary focus is on cross-country differences in the tournament structure of the CEO compensation. We use several measures of the tournament structure: the CEO pay gap, which is the absolute dollar difference in pay between the CEO and the firm's next three highest paid executives (Bognano, 1991; Kale, et. al., 2010) ; the CEO pay slice, which is the percentage the CEO claims of the total compensation to the top executive group (Bebchuk, Cremers and Peyer, 2011) ; and the CEO pay ratio, which is the ratio of the CEO's compensation to that of the other three highest paid executives. 3 We find these measures of the CEO pay differentials to be greater in the U.S. than in other countries, suggesting a steeper tournament structure. We then test our hypothesis on whether variations in CEO tournament structures are associated with firm, cultural, economic, and legal characteristics. Using proxies for culture from Hofstede (1980 Hofstede ( , 2001 and the World Values Survey we find that the CEO pay ratio is significantly related to cultural variables. Specifically, we find the ratio to be associated with Hofstede's power distance measure implying that the CEO tournament structure is reflective of the strength of the power structure in a society. We also find tournament structure to be significantly related to measures of a society's perceived desirability of income inequality and competition from the World Values Survey.
As mentioned, the CEO tournament provides incentives to the participants in the tournament. Thus, a key implication is that the current tournament structure should be related to future firm performance, which is reflected in the firm's value. We test this key hypothesized rationale for a CEO tournament for firms in our dataset across the 52 countries. We find a generally significant positive association between measures of tournament pay and Tobin's Q for firms in most regions, both U.S. and non-U.S. countries. These results are consistent with the Kale, et. al. (2010) results for U.S. countries, but inconsistent with the Conyon, Peck and Sadler (2001) and Rajgopal and Srinivasan (2006) empirical implications.
This study is the first to provide a cross-country comparison of the CEO tournament structure, its determinants, and its association with firm value. Due to limited data availability, early research on cross-country CEO compensation largely relied on summary compensation measures or consultants' estimates and focused primarily on comparisons of CEO cash compensation. 4 More recent research, e.g., Fernandes, Ferreira, Matos, and Murphy (2012) , focuses on the differences in CEO compensation across countries and explanations for those differences. Our study contributes to the existing body of literature by providing analysis on the CEO tournament across countries and its relation to firm and country characteristics, including cultural variables.
We also contribute to the recent and growing literature on the influence of culture on economic outcomes. For instance, Guiso et al (2009) show that religious backgrounds have an impact on preferences for redistribution and that these preferences impact state-level policies in the U.S. Ahern, Daminelli, and Fracassi (2011) examine the role of culture in cross-border takeovers and find that dimensions of national culture (trust, hierarchy, and individualism) have effects on merger transactions. They find effects in the volume of mergers as well as synergy gains from the mergers. They further find that cultural variables are related to the merger announcement returns. Frijns, Gilbert, Lehnert, Tourani-rad (2011) also explore culture and takeovers and find that Hofstede's (1980) uncertainty avoidance score is associated with the level of takeover activity in a country as well as the type of takeover undertaken. Guiso, Sapienza, and Zingales (2009) and Bogaard and Pirinsky (2011) show the influence of culture on financial market participation. In a contemporaneous paper, Bryan, Nash and Patel (2012) examine the relation of the elements of compensation to culture. Our research provides a direct test of the association of cultural preferences with economic outcomes in terms of the CEO tournament.
In the next section we develop our hypotheses. Following that, in Section III we describe the data and univariate results. In Sections IV we present our primary empirical results on tournament structure, its determinants, and effect on firm value. We conclude in Section V.
II. Hypotheses on CEO tournament structures across countries

A. Cultural and institutional factors
The need for a managerial tournament arises from the inability of the shareholders (or the board of directors) to monitor the managers perfectly. Consequently, an incentive scheme is needed to motivate managers to perform at higher levels. One way in which this could be accomplished is through compensation structure, particularly tournament structure. For example, Lazear and Rosen (1981) argue that a promotion rank-order tournament with executive pay disparity motivates managers because of the opportunities to move up in the organization. That is, the large differences in compensation between positions on the corporate ladder provide motivation for higher performance. Thus, managerial effort is positively associated with the size of the pay differential and, with the assumption that firm performance is increasing in managerial effort, higher firm performance follows as well. Further, at the top of the ladder these pay differentials need to be even greater due to the final end stage of the game (Rosen, 1986) .
As pointed out previously, the effects of the tournament structure depend on a variety of factors, including the existence of a CEO tournament, the probability of winning the tournament, the participants' utility functions and the final prize (or steepness of the tournament) (e.g., Lazear
and Rosen, 1981 and Rosen, 1986) . We expect these factors to depend upon their environments given the variations in cultural values, economic climates, and investor protection regimes across countries and accordingly test this hypothesis using measures of these factors. We obtain the cultural value measures from two different sources (Hofstede (1980 (Hofstede ( , 2001 Thomas (2004) argues that the dispersed ownership structure of U.S.
companies gives U.S. CEOs more power relative to shareholder-control dominated systems, implying that U.S. CEOs should be paid more. He goes on to argue that the use of tournaments should be more important in the U.S. since U.S. CEOs may be more powerful or have greater authority than non-U.S. CEOs. To capture this cultural factor we use Hofstede's (1980 Hofstede's ( , 2001 power distance measure, which is the degree to which a culture accepts that power is distributed unequally.
Similarly, the extent to which individuals' goals and accomplishments are seen as more important than society's goals and accomplishments may also lead to steeper tournaments. For this cultural attribute, we employ Hofstede's (1980 Hofstede's ( , 2001 individualism measure, the degree to which individuals are autonomous.
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In their study comparing CEO compensation across the U.S., U.K. and other European countries, Conyon and Murphy (2000) speculate that differences in the U.S. and U.K.
compensation could be due to higher cultural tolerance in the U.S. for income inequality that arises from differences in effort, talent, or risk taking. If individuals view working hard as beneficial, they may prefer a steeper tournament structure (greater income inequalities) as reward for their efforts. 7 Similar to their conjecture we employ measures of a society's attitudes toward income equality. We also examine cultural perceptions of the fairness of income differences, competition, and the benefits of hard work. reflective of the strength of the power structure in a society as well as the extent to which individual needs are considered more important than group needs.
One would also expect differences in executive compensation, including differences in tournament structures, to be related to other institutional environmental factors in a country. For example, given that higher investor protection is associated with more equity financing (LaPorta, Lopes-de-Silanes, Shleifer, and Vishny, 1997 and 1998), it should be particularly important to incentivize management to maximize shareholder value, and therefore, the tournament structure of compensation could be related to the level of investor protection in a country.
B. Tournaments and firm value
According to the tournament theories, the ultimate result of the tournament structure is better managerial performance and greater firm value. An important empirical implication is then a positive relationship between executive pay disparity and firm valuation. Thus, our second perceptions of equality in the distribution of power in a society, is calculated based on three questions from the Hofstede survey and is increasing in power distance with a theoretical range from -90 (no power distance) to +210 (supreme power distance). The range in the data is 11 to 104. The second Hofstede measure we employ is Individualism-Collectivism, which we term Individualism. The intent of this measure is to capture the degree to which a society appreciates the individual versus the collective.
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11 The other two original Hofstede (1980 Hofstede ( , 2001 cultural value dimensions are masculinity and uncertainty avoidance. We did not perceive a rationale for either to be important to the question of tournament. With regard to uncertainty avoidance, the three questions that comprise this variable are: (1) How often do you feel nervous or tense at work? (2) Company rules should not be broken, even when the employee thinks it is in the company's best interests. (3) How long do you think you will continue to work for this firm (with potential answers of less than 2 1981-1984, 1989-1992, 1994-1998, 1999-2004, and 2005-2008 . Because our compensation data spans
2006 to 2010, we use culture measures from the 2005-2008 wave. 13 The major advantage of the WVS data relative to the Hofstede data is that it is more recent and covers a broader set of countries.
The questions we include from the WVS measure the extent to which people see income inequality as desirable, competition and hard work as rewarding, and the workplace as hierarchical. Two variables in the WVS survey measure national attitudes on income inequality-"Fairness: One secretary is paid more" and "Income Equality." We refer to these as Fair Income Differences and Income Inequality. We measure attitudes towards competition and hard work using the "Competition good or harmful" and "Hard work brings success" variables to which we refer as Competition and Hardwork. We provide a summary of the cultural variables, their expected relation with tournament compensation, the complete questions for each of these measures and their descriptive statistics in the Appendix. 14 If the tournament structures are related to cultural values as we expect, there should be a positive association between the steepness of the tournament structure and each of the variables. 15 That is, we expect the CEO pay ratio to be increasing in a society's willingness to accept power differentials, respect for years, 2-5 years, more than 5 years)? These questions also do not seem to have large bearing on the causes and consequences of tournament structure in a country. 12 See www.worldvaluessurvey.org. 13 Although cultural values change very slowly over time, because we know the year in which a particular country is surveyed, we match the most recent measure of a cultural item from the WVS to the year of the compensation data. 14 Ahern, Daminelli and Fracassi (2011) discuss the construct validity of the World Values Survey and conclude that country level cultural values are appropriate proxies for the cultural values held by the employees of the firm. 15 We have reversed the signs on competition and hard work so that the tournament structure would be increasing in those variables.
individualism, perceptions that income differentials based on work differences are fair, that income inequality is desirable, that competition is good and that hard work brings success.
For the variables Income Inequality, Hardwork, and Competition, which are surveyed on a scale of 1 to 10, our measure is the average response for each country. However, in order to reduce confusion, we reverse the signs of the WVS reported average responses so that all variables have the same expected positive association with the tournament structure. For Fair Income Differences, our measure is the % positive responses -% negative responses + 100, implying on a scale of 0 to 200 that 200 corresponds to "Fair" and 0 corresponds to "Not Fair".
Economic characteristics
We employ two measures of a country's economic environment over our sample period. The other country economic characteristics we consider are a measure of the country's stock market return performance, its legal environment using the Durnev and Kim (2005) measure, and the ratio of stock market capitalization to GDP development.
IV. Cross-country comparisons of executive compensation and tournament value A. Executive compensation
The first implication of the hypothesis that CEO tournaments should be related to cultural values is that there should be significant differences in the tournament structures also potentially implying differences in compensation. Thus, we first compare executive compensation between the U.S. and other countries to determine whether the pay premium documented for U.S. CEOs (e.g., Fernandes, et al, 2012 ) holds across our sample of firms and whether such a premium also exists for executives below the CEO level. Figure 1 shows that not only do U.S. CEOs receive a higher total compensation, on average, than non-U.S.CEOs, but that executives just below the CEO level also receive higher total compensation than non-U.S. CEOs and executives. Panels A and B of Table 2 provide more detail on the average total compensation and the components of compensation: salary, bonus, restricted stock grants, and option grants. As Panel A shows, in our sample the average total compensation for U.S. CEOs is $2.34 million, which is almost twice as high as the total compensation for non-U.S. CEOs of $1.06 million, a difference that is both economically and statistically significant. Figure 2 and Table 2 , Panel A also show significant differences in the components of compensation between U.S. and non-U.S. CEOs. It is not the case, however, that U.S. CEOs always have the greater compensation in each of the components.
Although equity compensation is greater for U.S. CEOs than their counterparts in other countries, the bonus compensation is significantly less. In fact, U.S. CEOs receive about half the bonus of their non-U.S. counterparts; in contrast they receive significantly more in restricted stock and options, more than offsetting the difference in cash pay.
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Panel B of Table 2 shows the comparisons for the average compensation of the other top executives in a firm. As is the case for CEOS, a U.S. pay premium exists for the total compensation of non-CEO executives. We find again that the U.S. equity compensation is greater, but the bonuses are smaller.
In testing our hypotheses on the relation between tournament structures and cultural factors, we need a measure of the tournament structure that allows comparability across firms, industries, and most importantly, countries and currencies. That is, because of the broader comparisons we are making, we need some normalization of the tournament differential in pay.
Consequently, the primary measure we employ is the CEO pay ratio (which as explained earlier 16 Fernandes, et. al. (2012) find a large difference in restricted stock and options between the U.S. and non-U.S. companies but they do not find such a large difference in the use of bonus pay. The reason for the differences in results may be due to a difference in the composition of the samples. We have 8,799 separate firms, while they have 3,263 and as we show below, our firms tend to be smaller on average.
is defined as the ratio of CEO pay to the average pay of the top three non-CEO executives in the firm). We also employ alternative measures used in previous studies.
In Panel C of Table 2 we provide summary statistics on the measures of the tournament structure separately for U.S. and non-U.S. firms. Examining the CEO pay ratio, we find that the tournament structure is still greater for U.S. CEOs than the non-U.S. CEOs: U.S. CEOs make 1.94 (2.11) times the mean (median) top executive, while non-U.S. CEOs make 1.57 (1.68) times the mean (median) top executive. CEO pay gap is the Kale, Reiss, and Venkateswaran (2009) tournament measure (the difference between the CEO's pay and the medians of other top executives' pay). We find, similar to their paper, that in the U.S., CEO compensation is significantly higher than the median compensation of the other top executives by $1.23M, again consistent with a tournament structure. We also find such a tournament structure in the non-U.S.
countries but to a lesser absolute degree, with the difference between CEO and other executives being $0.27M. However, given the differences in the levels of pay between U.S. and non-U.S.
executives, it is difficult to compare these amounts on an absolute basis. In addition, we find the Bebchuk, Cremers, and Peyer (2011) CEO pay slice (CPS), i.e., the percentage of executive compensation paid to the CEO, to be slightly higher in the U.S. than other countries. As Table 2 shows, the economic significance of the difference is low given that 36% and 33% of the top executive pay goes to the CEO in the U.S. and non-U.S. countries, respectively. The measure of the CEO's slice of equity compensation, denoted CEO-E, shows that of those firms that pay their executives with equity, 33% of the incentive equity based compensation goes to the CEO, in contrast to 31% to the CEO in non-U.S. countries. 17 Correspondingly, the CEO's slice of nonequity compensation, denoted CEO-NE, is still greater in the U.S. relative to other countries, but to a lesser degree. In summary, U.S. CEOs are paid more than non-U.S. CEOs relative to other top executives, but also apparently take on a little more risk in their compensation through their incentive compensation structure.
17 Because this measure is valid only for those firms that use equity based compensation, the sample size for non-U.S. firms reduces to 3,860.
Panel D describes firm characteristics. The average revenue of firms in the sample of U.S.
(non-U.S.) firms is $2.19 billion ($2.79 billion). 18 Other measures of size, including assets and market value also show that the average non-U.S. firm in our sample is larger than the U.S.
firms. This is striking because average compensation for U.S. firms in the univariate analysis is larger than for non-U.S. firms. Reflecting the economic period over which we study, average return on assets is 1% for U.S. firms and 4% for non-U.S firms. Tobin's q is an average of 1.24
for U.S. firms and 1.15 for non-U.S. firms. Over our sample period, average annual returns are lower for U.S. firms, although their risk (return standard deviation measured over 12 months) is higher for U.S. firms. Table 3 presents the same statistics as in Table 2 but using the subset of Capital IQ firms that are in the top tercile of size to facilitate comparison with previous studies of U.S.
compensation. The average revenue of this U.S. (non-U.S.) sample is $4 billion ($5.9 billion).
Similarly, total compensation for U.S. CEOs (non-U.S.) is greater at $3.7M (1.8M). The difference between U.S. and non-U.S. compensation is even greater than that reported in Table 1, reflecting that U.S. pay might be more sensitive to firm size. The compensation of other executives is also greater in the U.S. In general, the results in Table 3 mirror those in Table 2 , but the differences between the U.S. and non-U.S. compensation variables are somewhat magnified.
B. Determinants of CEO compensation
We begin the analysis of CEO compensation across countries by examining the determinants of the CEO's total compensation and its components allowing for differences between the U.S. and other countries. Our first tests examine the relation between CEO compensation components and firm and country level factors without the cultural values. We control for firm level factors that may affect the relation between firm value and executive compensation. These factors, which have been most extensively studied using U.S. data, include firm size, cash flow, leverage and profitability.
Compensation has been advocated as an incentive device that can be used to mitigate firmspecific agency costs caused by such influences as the presence of greater information asymmetry, which makes monitoring more difficult and provides greater potential for managerial opportunism. For example, size has been associated with higher agency costs with the rationale that larger firms are harder to monitor (Smith and Watts, 1992; Gaver and Gaver, 1993; Bizjak, Brickley, and Coles, 1993; Bryan, Hwang, and Lilien, 2000) . Jensen (1986) argues that higher free cash flow presents greater opportunity for managerial opportunism because management will have more discretion on investing the cash inefficiently. As such, more equity compensation would mitigate the problems associated with free cash flow. Alternatively, Bryan, Hwang, and
Lilien (2000) suggest that firms with low free cash flow may be more likely to use equity in order to conserve cash. These authors also find that leverage is negatively associated with equity compensation, suggesting that debt acts as a substitute for monitoring, thus reducing the need for stock-based compensation. Finally, they find a positive relationship between firm profitability and the compensation a CEO receives. (1) is the log of total compensation. Consistent with prior research (e.g., Fernandes, Ferreira, Matos, and Murphy, 2012) we find that U.S. CEOs are paid significantly more than non-U.S. CEOs as evidenced by the negative and significant coefficient on the non-U.S. indicator in Model (1). We also find that the CEO's total compensation is increasing in the firm's revenue and operating performance (measured as the return on assets) and that countries with higher GNP have higher CEO compensation.
In Models (2) through (5) the dependent variables are the proportions that each component of compensation represents of total compensation. However, these dependent variables have higher density at zero and one. For instance, many firms pay low salaries relative to the total compensation, while for other firms virtually all of the total compensation comes as salary.
Consequently, we employ a two-sided Tobit model for the estimation in this analysis. The results presented in Table 4 show that in non-U.S. countries salary and bonus make up a greater fraction of compensation and equity-based compensation makes up a smaller fraction of compensation than in the U.S. The results show that as with the total CEO compensation in Model (1), the components of that compensation are also dependent on firm and country characteristics. For example, the proportion that bonus represents of the total is increasing in firm performance and the cash ratio. In regressions of equity based compensation-restricted stock and options-we include a measure of the importance of the country's stock market, which does not change the significance level of the non-U.S. indicator.
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C. Determinants of CEO tournament structures
In this section we examine several issues with regard to the CEO tournament structure: its determinants, whether the structure is related to firm characteristics, and how the structure differs across countries, primarily the difference between the U.S. and other countries. Table 5 presents the determinants of the CEO tournament structure in a multivariate framework, allowing for differences between the U.S. and other countries. Because there does not exist a clear definition of tournament structure, we employ several different measures as our dependent variables. The dependent variables in models (1) and (2) are the ratios of the CEO compensation to mean and median top executive non-CEO compensation, respectively. In model (3) the dependent variable is the CEO pay slice, the percent of total compensation that goes to the CEO, as in Bebchuk et. al (2011) . In model (4), we examine the CEO pay gap, i.e., the difference between the CEO and median executive pay, as in Kale, Reis, and Venkateswaran (2009). Finally, in model (5) we 19 In an unreported specification, we include return standard deviation in the estimations. Our results remain qualitatively the same. However, because we do not have returns for a number of firms in our sample, we lose over 5,000 observations and six countries by including the return standard deviation. Therefore, we report results on the larger sample that variable.
examine how equity compensation is used in the U.S. relative to other countries for the subset of firms that use options or restricted stock to compensate executives, while model (6) measures the use of non-equity (both measures follow Bebchuk et. al (2011).
In the first four regressions of the CEO tournament structure, the indicator variable non-U.S. is negative and significant in all specifications. Thus, consistent with the univariate results
in Tables 2 and 3 , even after controlling for other firm characteristics, we find that U.S. CEOs are paid more than their top management team relative to other countries, suggesting a steeper tournament structure. Regressions (5) and (6) show that for the subset of firms that use equitybased compensation, the equity slice for non-U.S. CEOs is not significantly greater than that of U.S. CEOs. Therefore, while there are significantly fewer non-U.S. firms offering restricted stock and equity in the first place, when they do provide equity compensation, it is offered to a similar extent to non-CEOs.
We next test our hypothesis that national cultural values influence CEO tournament structures by including the previously described cultural value characteristics: power distance, individualism, the extent to which income inequality is seen as desirable (Fair Income Differences, Income Inequality), competition and hard work as rewarding (Competition and Hardwork, respectively). We also consider the country economic and legal characteristics: GNP per capita, the ratio of stock market capitalization to GDP and a measure of a country's legal environment as developed by Durnev and Kim (2005) . 20 The Durnev and Kim (2005) legal variable is defined as the product of anti-director rights and rule of law, where the anti-director rights index is from Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2008). The descriptive statistics are included in the appendix.
One concern is the correlation structure across our country variables. We present these correlations in Table 6 . All of the cultural variables are significantly correlated at the 10 percent level or better; the shaded cells are correlations in absolute magnitudes of 0.50 or greater. As can be seen, there are high correlations between several of the cultural variables as well as the other country characteristics. Thus, in adding the country characteristics (cultural and legal) to the compensation regressions we first include each country variable separately.
The results of the compensation determinant regressions with cultural variables added are provided in Table 7 . Models (1) through (6) 
D. CEO Tournaments and Firm Value
As pointed out earlier, an argument in favor of the tournament structure is that it sets up a competitive environment that encourages individual performance and therefore increases firm performance and value (Lazear and Rosen, 1981; Rosen, 1986) . Thus, the primary empirical implication of tournament theory is a relation between firm value and the size of the reward. We test this implication by regressing a measure of firm value (Tobin's q) on a measure of the CEO pay ratio (CEO compensation/Mean of other top executives' compensation) for the companies in our sample.
The results of these regressions are shown in Table 8 . In Model (1) we include data from all countries. In the remaining models in the table we run the regression for firms from different geographic regions individually. All of the regressions include industry (Fama-French 12) and year controls. Standard errors are clustered by country when appropriate.
In Model (1), which includes both U.S. and non-U.S. firms, the indicator variable for non-U.S. firms is insignificant suggesting no significant systematic differences between Tobin's q for U.S. firms as compared to other firms across the world. There is, however, a significantly positive relation between a firm's Tobin's q and the CEO tournament pay measure. In Models (2) through (8) we present the results of the tests of firm value and CEO tournament structure by region. We find that North America, not surprisingly since it is dominated by U.S. companies, continues to show a positive relation between q and CEO tournament pay as do the European, Oceanic, Nordic and African regions. In contrast, a significant relation between the tournament structure and q does not exist in the Asian and Middle East regions.
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In general, the positive relation between q and CEO tournament pay appears to hold across firms in diverse geographic regions, providing evidence consistent with tournament theory.
While tournaments are positively associated with firm value, Table 7 shows that culture influences tournament structure. Therefore we next examine if the relation between q and tournament structure is heightened in the presence of some cultural characteristics. For instance, if power distance is acceptable in a culture, then greater power distance and steeper tournament structures may react together to enhance firm value; on the other hand if power distance is not acceptable, and the tournament structure is steep, this interaction could potentially even reduce firm value. We therefore regress firm value on the interaction of tournament and measures of culture. We include country indicators in the regressions, rather than culture by itself, since many country level factors besides culture affect firm value. Because country subsumes culture, it is then econometrically correct to exclude culture as stand-alone variables. The results, presented in Model (1) of The degree to which the CEO tournament structure motivates future executives and the success of such a structure in terms of enhanced firm value are two questions that we address through a comprehensive analysis of cross-country differences in executive compensation. Using data from Capital IQ on executive salaries, bonuses, and equity-based compensation for 8,799
firms across 52 countries and 8 regions, we find that U.S. executives are paid more than their counterparts in other countries. This holds for CEOs as well their top executives. The difference appears to be primarily driven by the increased use of incentive compensation in the U.S. while other countries rely more heavily on bonuses.
We find that a steeper tournament structure leads to better performance generally across firms in our sample from a wide variety of regions. However, this is not true across all regions as we find a negative association between the CEO tournament pay and performance in Africa and no relation in the Nordic region. The interaction of culture and tournament also affects the CEO tournament's impact on firm value.
In testing for the determinants of CEO tournament structures, we find that the tournament structure is steeper in U.S. companies as compared to foreign companies. Our results indicate that this can be partially explained by cultural influences which include measures of the acceptability of power, income differentials and the desirability of competition. This table shows univariate statistics for executive compensation in the U.S. and in non-U.S. countries. Panels A and B provide total compensation and its components (salary, bonus, restricted stock grants, and options) for CEOs and other executives, respectively, in U.S. dollars. Panel C provides different tournament measures that compare the CEO's compensation to that of the top 3 other executives: the CEO Pay Ratio [total compensation/mean others] and the CEO Pay Ratio using the median compensation of other executives; the CEO pay gap (the difference in total compensation between the CEO and the median of other executives), the CEO Pay Slice (the percentage of executive compensation that goes to the CEO),and CEO-E Pay Slice and CEO-NE Pay Slice (the percentage of equity and non-equity compensation that goes to the CEO). Panel D provides means for the firm characteristics: Sales, Assets, Market Value, Net Income, Debt Ratio(Total Debt/Assets), Return on Assets(EBIT/Assets),Cash Ratio (Cash/Assets), Tobin's Q(sum of MV of equity+ BV of debt, adjusted by assets), Returns (average yearly stock returns). Each row shows the mean and number of observations for U.S. and non-U.S. observations. The final column of each row provides the results of t-tests of the differences between the U.S. and Non-U.S. means. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively. This table shows univariate statistics for executive compensation in the U.S. and in non-U.S. countries for the largest half of firms in the sample. Panels A and B provide total compensation and its components (salary, bonus, restricted stock grants, and options) for CEOs and other executives, respectively, in U.S. dollars. Panel C provides different tournament measures that compare the CEO's compensation to that of the top 3 other executives: the CEO Pay Ratio [total compensation/mean others] and the CEO Pay Ratio using the median compensation of other executives; the CEO pay gap (the difference in total compensation between the CEO and the median of other executives), the CEO Pay Slice (the percentage of executive compensation that goes to the CEO),and CEO-E Pay Slice and CEO-NE Pay Slice (the percentage of equity and non-equity compensation that goes to the CEO). Panel D provides means for the firm characteristics: Sales, Assets, Market Value, Net Income, Debt Ratio(Total Debt/Assets), Return on Assets(EBIT/Assets),Cash Ratio (Cash/Assets), Tobin's Q(sum of MV of equity+ BV of debt, adjusted by assets), Returns (average yearly stock returns). Each row shows the mean and number of observations for U.S. and non-U.S. observations. The final column of each row provides the results of t-tests of the differences between the U.S. and Non-U.S. means. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively. (1) is the log of total compensation. The dependent variables in Models (2)- (5) are the proportions of the compensation components as proportions (salary, bonus, restricted stock grants, and options) for which we use Tobit models. For each variable, the coefficient is on the first line and p-value is on the second line in parentheses. We control for robust standard errors clustered by country as well as country, industry and year fixed effects. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively. This table shows the multivariate estimation where the dependent variable is a measure of the CEO tournament structure and the independent variables are potential determinants, all of which are lagged one year. The different tournament measures compare the CEO's compensation to that of the top 3 other executives: the CEO Pay Ratio [total compensation/mean others] and the CEO Pay Ratio using the median compensation of other executives; the CEO pay gap (the difference in total compensation between the CEO and the median of other executives), the CEO Pay Slice (the percentage of executive compensation that goes to the CEO),and CEO-E Pay Slice and CEO-NE Pay Slice (the percentage of equity and non-equity compensation that goes to the CEO). For each variable, the coefficient is on the first line and p-value is on the second line. We control for robust standard errors clustered by country as well as country, industry and year fixed effects. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively.
Africa
(1) This table shows the multivariate estimation where the dependent variable is CEO Pay Ratio (total CEO pay divided by the mean of total top three non-CEO executives). The culture variables include Power distance, Individualism, Fair income differences, Income inequality, Hardwork, and Competition. These variables are described in the Appendix. GNP per capita is orthogonalized against culture attributes to which it is significantly correlated. For each variable, the coefficient is on the first line and p-value is on the second line in parentheses. Panel A reports regressions with each of the cultural variables separately. Panel B reports regressions with cultural variables included in the regressions. Also added are the legal and economic variables: Revised LLSV * ROL and Gini coefficient. We control for robust standard errors clustered by country as well as industry and year fixed effects. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively. Panel A. estimation where the dependent variable is Tobin's q and the independent variables are all lagged one year. The CEO tournament (CEO T) is total CEO pay divided by the mean of total top four non-CEO executives pay (CEO Total/Mean Others). P-values are in parenthesis. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively. We control for robust standard errors clustered by country as well as country, industry and year fixed effects.
(1) are all lagged one year. The CEO tournament (CEO T) is total CEO pay divided by the mean of total top four non-CEO executives pay (CEO Total/Mean Others). P-values are in parenthesis. ***, **, * denote significance at the 1%, 5% and 10% levels, respectively. We control for robust standard errors clustered by country as well as industry and year fixed effects.
(1) The degree to which people in the society are comfortable with power differentials -higher numbers correspond to more comfort with power differentials (Hofstede, 1980) Individualism The degree to which people in the society are individualistic. Higher scores imply higher individualism. (Hofstede, 1980) .
Fair Income Differences
The degree to which people in a society consider differences in income to be fair based on the answer to the question: Imagine two secretaries, of the same age, doing practically the same job. One finds out that the other earns considerably more than she does. The better paid secretary, however, is quicker, more efficient and more reliable at her job. In your opinion, is it fair or not fair that one secretary is paid more than the other? A value of 1 is Fair; 0 is Not Fair. Our measure is the % positive responses in a country -% negative responses + 100. Thus, the range is from 0 (corresponding to Not Fair) to 200 (corresponding to Fair). World Values Survey. Income_inequality
The degree to which people in a society believe that income differences can provide incentives: Incomes should be made more equal vs We need larger income differences as incentives, scale of 1 to 10 where a value of 10 is 'We need larger income differences as incentives.' We measure the average response. Higher numbers correspond to income differences being perceived as desirable. World Values Survey.
Competition
The degree to which people in a society believe competition to be good: It stimulates people to work hard and develop new ideas vs Competition is harmful. It brings the worst in people. Scale of 1 to 10 where 10 is 'Competition is harmful.' World Values Survey. (We measure the average response, but reverse the sign so that less negative numbers correspond to Competition being more desirable.) Hardwork
The degree to which people in a society believe hard work brings success vs. Hard work doesn´t generally bring successit´s more a matter of luck and connections. Scale of 1 to 10 where 10 is 'Hard work doesn´t generally bring success -it´s more a matter of luck and connections.' World Values Survey. . (We measure the average response, but reverse the sign so that less negative numbers correspond to Hard Work being more desirable.) Revised LLSV * ROL Measure of a county's legal environment using the Durnev and Kim (2005) legal variable, equal to the product of antidirector rights and rule of law, where the anti-director rights index is from Djankov, La Porta, Lopez-de-Silanes, and Shleifer (2008) .
Gini Coefficient
The Gini coefficient measures the inequality among values of a frequency distribution (for example levels of income). A Gini coefficient of zero expresses perfect equality where all values are the same (for example, where everyone has an exactly equal income). A Gini coefficient of one (100 on the percentile scale) expresses maximal inequality among values (for example where only one person has all the income). Log GNP Log of the country's GNP Mkt cap./GDP The country's market capitalization adjusted by the country's GDP. 
